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MANAGERIAL USES OF FOUNDRY COSTS 


From an engineering or managerial standpoint, a collection of 
cost figures which cannot be used for a very definite object in as- 
sisting the managerial function is an expense to the business which 
could well be saved. On the other hand, a set of cost figures which 
gives a clear picture of the true condititions in every department 
of the plant is an adjunct to the managerial function which is val- 
uable to the utmost extreme. 

The preceding article on Foundry Costs* brought out in some 
measure the necessity of compiling foundry costs on the basis of 
various units, each unit designed not only to reflect the cost as it 
should be used but also to exhibit the costs in a manner which 
ee assist the management in gauging the work per- 

ormed. 


RESPONSIBILITY FOR REAL MANAGERIAL COSTS 


The time has passed when the manager of an industrial insti- 
tution should be blamed by the cost department for not using the 
cost figures. To be sure, there are still some managers who have 
little use for costs, as they understand them, but in a great many 
cases these managers are perfectly justified in the position which 
they take. Any manager who is inflicted with a cost department 
whose head is nothing but what might be termed, in colloquial lan- 
guage, a “champion pencil pusher,” is not to be blamed for having 
no use for the figures which are given to him under the name of 
costs. On the other hand, it must be the duty of every manager 
during these days of competition to have the vision to insist on 
figures so presented by the cost department that they are ready 
for instant and intelligent use, without further detail work on the 
manager’s part in order to read what the figures may mean. 


DUTIES OF THE MANAGER IN RESPECT TO COSTS 


It is, therefore, a strict duty of every manager first of all to 
become absolutely convinced that it is entirely impossible to operate 
a business without detailed costs. It seems almost inconceivable 
that many managers are still under the necessity of overcoming 
old prejudices which have obscured from their eyes the remarkable 
story to be read in a well presented statement of costs. 


*N. A.C. A. Official Publications, Vol. I, No. 8. 
3 


It is the duty of every managing official to insist that his cost 
department be in a position not only to compile and present accu- 
rate costs, but to go to the much further extent of being able to 
anticipate any questions which he may ask in respect to the details 
making up the final figures. 

It is the duty of every managing official to eliminate entirely 
from his every-day life all the irritating factors which can be 
traced to a lack of intelligent backing on the part of his subordi- 
nates. It is not enough for him to say that he wishes he might 
have statements, graphics, and other facilities which other mana- 
gers have, because this in itself is an admission of his inability 
to conduct his own business so as to have at his beck and call 
every convenience and every bit of detailed information which he 
might need to conduct properly the affairs of his institution. 

It is the auiy of every manager to insist on orderly and well 
kept records of all sorts, particularly those supporting the state- 
ments and the information given him on which he is to take action 
in a managerial capacity. 


DUTIES OF THE COST ACCOUNTANT IN RESPECT TO COSTS 


The one great and all-important duty of the cost accountant, 
assuming that the figures assembled are correct, is to present them 
to the management so as to secure full attention by the very force 
of the presentation itself. 

In former days about all that any business would have was a 
copy of the trial balance. Everyone knows that this means abso- 
lutely nothing. The same figures, however, rearranged in an Asset 
and Liability Statement backed up by a Profit and Loss Account, 
tell an entirely different story. Even then, these very statements 
made up on a rough piece of paper in poor writing and with irreg- 
ular columns would attract about as much attention from a man- 
ager as an individual would attract from the public on the street, 
if he were dressed with run-over heels and frayed clothes spattered 
with mud. This same individual, well dressed and well groomed, 
might command attention. This illustration may seem somewhat 
homely, but if the cost accountant could sit in the chair of the man- 
ager and feel as he does when a rough looking set of statements 
is given him, he would soon learn that one of the most valuable 
original requirements of managerial costs is a well prepared, well 
set up and well arranged statement. 

No one can be more instrumental in demanding the attention 
of a manager to the costs of a business than the cost accountant 
himself, and this duty applies not only to the compilation and pres- 
entation of figures but it goes to a very much greater extent into 
the field of intimate knowledge in connection with all the costs 
which may be exhibited in the statements. 

It is often said that the management is so insistent to get fig- 
ures on its desk that it is necessary for the cost accountant to 
present these figures before he has had an opportunity to analyze 
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them himself and thereby be in a position to anticipate requests 
for further information which may emanate from the management 
upon looking over the statements. This may be true to a certain 
extent, but in the great majority of cases is not or should not be 
true to any extent whatever. 

Cost figures are not assembled all at one time, but as a matter 
of fact they are always piled up and accumulated from one stage 
to another as the records progress up to the final point. During 
all of these stages the cost accountant should have his subordinates 
so trained that anything whatever out of the ordinary is imme- 


‘diately called to his attention. Such points as appear out of line 


can be immediately investigated through a subordinate appointed 
for this purpose without interfering with the progress of the work 
in general. By this method the cost accountant may save the sub- 
sequent changing of many figures. 

If the cost accountant will organize his work along this line 
there can hardly be any details requiring explanation which cannot 
be fully accounted for even before the statements are completed. 
And furthermore, if this method is carried out it will entirely 
eliminate the excuses offered by so many cost accountants that 
they are obliged to hand the statements over to the management 
before they have had an opportunity to analyze them. 

In the last analysis it can be proven in probably the great 
majority of cases that the failure of a manager to appreciate his 
cost records properly can be laid flatly at the door of the cost 
accountant. The cost accountant is producing a certain line of 
product, and it is up to him to sell his product. It is up to the cost 
accountant to make his product so attractive that the manager can- 
not help but give the time, backed up with intense interest, to go 
into every detail which the cost accountant may desire. It seems 
beyond all doubt that the majority of complaints made by cost 
accountants that the managers do not pay the proper attention to 
their figures, are complaints which result from the lack of proper 
selling by that portion of the organization which compiles and pre- 
sents the costs. 

While there may be cases where it is absolutely impossible to 
make impressions on certain managers, it usually can be found 
that the cost accountant is an individual who thinks very strongly 
that his work is the acme of perfection and that just because a 
manager does not see things exactly his way the mznager is abso- 
lutely of no use and has no real intelligence. Frankly and brutally 
speaking, all walks of life are full of that class of people who think 
— else is a little queer and that they are perfectly all 
right. 

The writer has expressed the thought a good many times that 
about the most valuable piece of equipment in industrial life is a — 
good, large, well polished plate-glass mirror and that its use will 
generally disclose the one who is most at fault when failures occur. 
Still further along the line of brutal talk might be plainly men- 
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tioned the fact that of all the nuisances that can exist around an 
industrial plant is a whining and disgruntled cost accountant. This 
is especially so on account of the fact that he holds information 
which every normal man is interested to get; and if the cost ac- 
countant fails to present it in a proper way, he defeats his own use- 
fulness in the institution to the utmost degree. 

The cost accountant, therefore, has in reality the preponderant 
responsibility of putting across the use of his figures, and of 
making himself one of the most valuable and most sought-after 
men in the entire plant. It is strictly up to him whether he will 
assume a high position of trust, even to the extent of popularity, 
or whether he will relegate himself to the ranks of the “pencil 
pusher” and be another example of the kind who grind out a mass 
of figures which to the ordinary operator means nothing. 


ACTUAL MANAGERIAL USES OF FOUNDRY COSTS 


As this article deals with the managerial use of costs in con- 
nection with foundries, it might be of value to illustrate how a 
manager can make use of such costs by citing some actual instances 
in connection with the various departments of the foundry. 

It is naturally quite essential for the costs to be figured down 
to a basis which analyzes all the operations to a usable degree, and 
it is assumed that the records being considered by the manager 
are in this condition. In the managerial consideration of costs of 
any nature, whether in foundries or any other business, the direct 
costs are usually so well tied up with a standard of some kind that 
there is comparatively little to be done from a managerial stand- 
point after the costs are compiled. 

In the cost of molding, it is only a method of almost instanta- 
neous production control which can have any particular effect on 
regulating direct labor. So it is with the other direct operations 
throughout the foundry. The great problems of foundry costs are 
therefore centered in the indirect elements, including the conver- 
sion cost in this category. It is a well known fact that the indirect 
costs of a foundry are far greater than the direct ones, meaning 
of course direct costs outside of the metallic contents of the prod- 
uct. The main arguments in this article will, therefore, be con- 
centrated on the managerial use of figures which have to de largely 
with the indirect costs. 


DIRECT MATERIALS 


As was explained in the previous article on Foundry Costs, 
the raw materials used in melting should be kept separate from 
the conversion cost, thereby permitting the management to make 
quotations based on the prevailing price of the various raw mate- 
rials which enter directly into the product, such as pig iron, scrap, 
copper, tin and all such materials, whether in a gray iron, mal- 
leable, steel or non-ferrous foundry. As there is very little to be 
said in connection with the direct materials, outside of the matter 
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of yields, this feature will be passed over and we will enter into 
the more intricate and in reality the more important parts of the 


foundry. 
DIRECT LABOR 


The direct labor costs require much more attention than the 
direct materials, but as previously stated, they are more or less 
restricted in the cost records as to managerial control on account 
of the fact that so many jobs going through a foundry are finished 
and out of the way before the cost records come up for attention. 
Another point in connection with this is that the direct labor costs 
apply only to each individual case, and especially in a jobbing 
foundry they are not sensitive to cost control to the same extent 
as in the other divisions of foundry costs. This is not so true, 
however, in foundries which are manufacturing standard products; 
in that case, it is usually found that the direct costs are very closely 
reguiated by piece work or bonus methods, which in themselves 
reduce the effectiveness or use of cost records in connection with 
their regulation. 

The actual cost sheets of castings, however, should be closely 
scrutinized; and where work repeats itself, the direct labor cost 
should always be compared with previous runs if such records are 
in existence. If no previous costs are in existence it is quite usual 
that the foundry has made an estimate of what the direct labor 
cost should be in the various departments, and in all cases the 
actual cost should be compared with the estimated cost. The man- 
agerial function in connection with these comparisons should be 
entirely concerned with what might be termed the exceptions; that 
is, a manager should by no means scrutinize each cost sheet where 
such cost is figured for each pattern run, but he should be con- 
cerned only with those sheets which show a large increase over the 
previous runs or the estimate for the work, as well as those which 
show considerable decrease. The cost accountant should in all 
such cases have a full explanation; in fact such explanation should 
be attached or written on each cost sheet before presenting it to 
the manager for his attention. 

The action by the manager in cases which may come to his 
attention will, of course, depend upon the circumstances, and very 
largeiy should depend upon the general trend of results being ac- 
complished by his organization. By this is meant that if in gen- 
eral the foundry foreman is producing castings whose direct labor 
cost is close to the estimate or to past costs, the manager need 
not be vitally disturbed by some particular casting which may run 
up a large cost and which on the face of it would indicate that 
something serious had happened. In such cases he should simply 
assure himself that the foreman knows what happened and is 
thoroughly posted to watch out for such trouble in the future. ; 

On the other hand, if the foundry foreman is known to be 
slipping badly in a continuous progression of failures to meet esti- 
mates, and shows a continuous tendency to run a higher cost than 
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has been shown in the past, the managerial function in such a case 
is clearly defined. It is quite evident that something should be 
immediately done to ascertain the cause of the continuous slipping 
and proper managerial action should be taken. 


CONVERSION COSTS 


The accounting for the conversion cost, while it is in reality 
a step in accounting for the cost of the materials which enter into 
the castings, follows largely the form of the indirect cost accounts. 
This is necessarily so because it is, of course, absolutely impossible 
to do more than to find the cost of the total amount of metal melted, 
it making no difference as to its original cost into what nature of 
casting the metal is poured. 

The managerial function of watching the various integral 
parts which make up the conversion cost varies in foundries of 
different natures. In a gray iron foundry, the important item is 
labor, but even here the manager has far less to watch than in a 
steel plant, because in the foundry the work is a comparatively 
simple melting proposition. In a gray iron foundry, the conver- 
sion cost, being based on the total metal melted, shows for its prin- 
cipal items, cupola tenders, the unloading and getting up of melting 
materials, and all labor essential to the handling and melting of 
the metal. 

The maintenance section is, of course, largely taken up with 
repairs to the cupolas, and to the blowing and other apparatus 
involved with the melting of the metal. Materials used in connec- 
tion with the melting are not numerous, the principal one being 
coke. This makes it a far more simple proposition than steel or 
even non-ferrous metal conversion. 

The standing order code which guides the charging up of all 
costs in connection with the conversion, is so designed as to make 
a very plain exhibit of all the details which enter into the principal 
items, and such costs should be ascertained each month on a unit 
cost per pound of metal melted, or on the basis of one hundred 
pounds of metal melted. The cost accountant should, of course, call 
to the attention of the manager the items which differ to any appre- 
ciable extent from either the average for the last period or from 
the previous month, also bringing to the attention of the manager 
the causes which he has found to exist for the difference in each 
cost. 

In many foundries it has been found expedient to include the 
pouring labor and other kindred items in the melting cost, thereby 
ascertaining the cost per pound including the delivery of the metal 
to the molds themselves. This is quite possible and, in fact prefer- 
able in foundries which employ pouring gangs, but it is quite 
= in those foundries where each molder pours off his own 
work. 

The first natural step for the manager is to observe the cost 
per pound of metal delivered either at the spout or at the molds, 


according to the method used, and to see how this compares with 
the previous month and with either the average to date or the 
average for the last period. If he finds a radical difference it is 
then comparatively easy to examine the individual costs per pound 
for each item in the standing order code and to find the cause of 
the difference in cost as compared with previous runs. 

The conversion cost in steel foundries involves a great deal 
larger factor of material expense than in any other kind of foun- 
dry. This is because many materials are required for the main- 
tenance of the furnaces and for the various fluxes; other materials 
also are required, as is well known to every stee! foundryman. In 
addition to records of the cost per pound of metal melted, it would 
be profitable to maintain records of the ratio of weight of materials 
used to the metal melted. This would provide a managerial check 
because many of these materials are often used too extensively, 
and the dollar value does not always indicate a condition as truly 
as the ratio of weights. 


MOLDING DEPARTMENT BURDEN 


As in the case of the conversion cost, the molding department 
burden will be analyzed on burden statements according to the 
standing orders as set up for the control of this expense. This 
code should consist of burden labor, which is under the control of 
the foreman, a maintenance section, consisting of all repairs and 
maintenance done by anyone in the plant, a section consisting of 
supplies cost, and a final section consisting of the prorated depart- 
mental charges such as power, compressed air, general expense, 
and the like. In looking over this expense statement the manager 
will be interested in knowing the cost per hour or the percentage 
on direct labor of the total burden as charged up to the depart- 
ment for the month. If this is consistent with the previous month 
or the average to date or for the previous period, there is no neces- 
sity for further analysis. 

But sometimes it is quite difficult to notice, from the statement 
of the burden, whether or not the unit cost or percentage for each 
item in the standing order code is running the same as it did for 
the previous month or for the previous period. This is because 
the total cost per productive hour for burden or the total percentage 
on direct labor may run the same as previously and yet the items 
may differ to a very appreciable extent. The manager should inva- 
riably take a hasty glance at the unit costs for each operation as 
shown by the standing order code and particularly observe those 
items in which the departmental foreman may become slack and 
run more or less wild in his expenditures for labor. Examples 
of this kind of items are handling product, handling scrap and 
refuse, process inspection, cutting sand and preparing floors, and 
clamping and drying molds. That it is very easy for the foreman 
of the department to slack up his vigilance in connection with these 
particular expenses, is brought about to a great extent by unfor- 
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tunate conditions in labor. It seems almost impossible to get 
competent men, and as a result many more men are required to 
perform the same work than would be necessary with competent 
men. 

In the maintenance section a very fertile field for managerial 
study will usually be found, because a foundry that is anywhere 
near up to date is equipped with pneumatic jarring machines and 
other labor-saving equipment, on which the repairs may run to an 
abnormal degree if the equipment is not protected by proper antici- 
pative inspection and a very close supervision in connection with 
the men who maintain it. 

In connection with items of this kind may be found the 
greatest benefit of providing the foreman of each department 
with a statement of the department’s burden cost, impressing on 
him thereby that he is actually employing the repairmen while 
they are working on the maintenance of any equipment in his 
department. One of the strongest arguments for disclosing actual 
burdens to the foremen who are held responsible for the costs of 
their departments, is that it is out of all reason to expect any 
foreman to maintain proper control of his expenses unless he is 
provided with a regular monthly statement of those expenses. 
This point will be touched on at the close of this article under the 
heading of Publicity of Costs. 


COREMAKING DEPARTMENT BURDEN 


The coremaking burden is very similar to that of the molding 
department and in reality it needs but little comment in addition 
to that made under the molding department burden. As it is usual 
to include all of the expenses in connection with the baking of 
cores, it is probable that a managerial inspection of the costs will 
develop quite a variable in the maintenance of the apparatus 
which has to do with the baking of cores and in fuel consumed. 
As to these details, however, it is usually found that the particular 
points to watch will develop as the work goes on, and it will soon 
become a matter of second nature for the manager to know the 
particular points which require his close attention and which 
should be watched month by month. 


FINISHING DEPARTMENT BURDEN 


The burden cost of the finishing department of a foundry 
varies in treatment according to the nature of the foundry. In 
gray iron and non-ferrous foundries and also in many malleable 
plants it is frequently found best to make up the complete cost of 
the department, including therein, under a separate heading, the 
direct labor operations of grinding, chipping, and blasting, and 
the like. In a steel plant, however, it is usually best to treat the 
finishing department as a full producing department like molding 
and coremaking; that is, by charging the direct labor to the actual 


10 


ness 


tebe 


p! 
of 
| th 

us 
Sé 
tl 
a 
| 
p 


cry cr 


production orders, and adding to this labor, either on the basis 
of the direct hour or the direct dollar value, a figure to represent 
the burden cost of the department. Irrespective of the method 
used, the managerial function in studying the costs is really the 
same. If the finishing department is not operated as a complete 
producing department, the total cost of it is added to the combined 
molding and coremaking direct labor, which has the effect of 
making the entire finishing cost an additional burden superimposed 
upon the molding and coremaking departments’ burden. 

In any event, it is in order for the manager in looking over 
the cost statements of this department, first to observe the total, 
and then to compare each item making up the standing orders 
with — items for the previous month and for other preceding 
periods. 


Cost ACCOUNTANT’S DUTIES TO THE MANAGER 


The cost accountant who really is performing his duty to his 
manager will invariably embody in or attach to the cost state- 
ments for each month a memorandum which will fully explain all 
substantial variances. This matter was discussed at some length 
earlier in this article, but at this particular point it should again 
be impressed on the reader that the manager should not be obliged 
to study each individual figure in a cost statement in order to 
ascertain the true situation. It seems quite in order, particularly 
after scanning the high spots which must necessarily be watched 
in connection with the foundry costs, to bring out again as forcibly 
as possible, the great responsibility of the cost accountant in guid- 
ing the manager’s thought into channels which should be pro- 
ductive of benefit to the business. 

The cost accountant should know at all times the exact ratios 
of fuel to be used in melting, of new sand to be used in both the 
molding and the coremaking departments, the proper ratios of 
facing and other materials used in completing the molds, the cor- 
rect amount of fuel to be used in the core ovens, and, in fact, all 
the various points in connection with the proper operation of 
the foundry. It is only when the cost accountant is thoroughly 
conversant with all of these points that a manager can success- 
fully carry out his managerial function, because the manager him- 
self should not carry all such figures in his mind. In fact, the 
cost accountant has a clearly defined obligation to be the main 
prop of the managerial function in connection with all such details. 


PUBLICITY OF COSTS 


There are two ways of performing the managerial function 
in connection with costs, and there has been a great deal of dis- 
cussion as to which of them should be followed. First, there are 
the managers who believe in the most extreme secrecy and who 
wish but one copy of a cost statement, which copy shall be most 
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jealously guarded and hidden from everyone except the manager 
and the man who writes it. Then there are other managers who 
believe that they cannot fairly hold any man responsible for the 
operation of his department without furnishing him with com- 
plete figures for his guidance. 

It seems almost a waste of space to be obliged to argue in 
favor of the second method, and yet there are a great many man- 
agers who still persist in thinking that cost figures are very secret 
and much to be guarded, and who would never think of giving 
these figures to the men who are held responsible for the operation. 

It is absolutely inconceivable that any manager should even 
think of operating a manufacturing institution without furnishing 
to each responsible foreman a clear and complete statement of the 
results which he accomplishes in his every-day work. It seems 
beyond all comprehension that any operating foreman would con- 
tinue to work under a manager who failed to supply him with 
proper records of his accomplishmert, in order that he might 
constantly be in a position to improve the conditions of his depart- 
ment as time went on. 

The manager who fails to supply his operating forces with 
every figure at his disposal automatically relieves the operating 
department of practically all responsibility in connection with their 
work. This statement may seem to be somewhat broad, but no 
self-respecting foreman will be content with taking the bare word 
of a manager because so many managers have worked too largely 
on bluff and not enough on actual results, disclosed by real figures. 

It is not enough for a manager to say, “Bill, your overhead in 
the foundry went up 15% last month. What’s the matter?” Bill 
would be perfectly justified in a case of this sort by answering, 
“I don’t know. What are you going to do about it?” 

The manager of the second class, as mentioned above, will 
furnish to each man held responsible for any function, a complete 
and well analyzed statement of all the costs for which he is held 
responsible. This may be furnished him in typewritten state- 
ments or, better still, it may be in the form of a comparative state- 
ment where on one sheet his entire departmental burden expense 
is — month by month alongside of the expenses of the previous 
month. 

In exhibiting this expense, there should be shown the cost 
per direct hour or per dollar value of each item which makes up 
his burden; and on this statement all costs which are higher than 
the previous month should be in red and those that are the same 
or lower should be in black. This automatically and graphically 
shows to the foreman, without particular search, the expenses 
which have gone up; that is, those which he must inquire into 
and get after before the manager requests his action in connection 
therewith. 

It has been proven many times that a manager of an indus- 


trial institution can, by proper publicity of costs, surround himself 
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with as many assistant managers as there are operating foremen 
in his plant, when they are supplied with definite statements of 
costs covering the responsibility for which they are held. It is 
simply a matter of posting all responsible heads as to the progress 
they are making in their own particular jobs so that they take 
such a vital interest in their work that in about nine cases out 
of ten the manager is never under the necessity of asking why 
certain costs have gone up. Such information will be volunteered 
by the head of the department before the manager has the oppor- 
tunity to ask for it. 


WIDENING THE MANAGERIAL SPHERE 


If nothing else is accomplished by this writing, it is hoped 
that an impression may be made on three particular points: first, 
to influence a manager to widen his sphere of usefulness by encour- 
aging his cost accountant and by insisting that he have proper 
presentation of costs; second, to influence the manager to give 
publicity to costs to the extent of backing up each responsible 
head with a record of his own work; third, to convince every cost 
accountant that instead of being a nominal clerk, he has the oppor- 
tunity to perform a part of the managerial function which should 
be dignified and very far reaching. 

No manufacturing institution can run without costs. Costs 
cannot be secured without the co-operation of every responsible 
person in the plant. The full value of costs can never be secured 
unless costs are used to the very limit. 

No cost accountant can hope to amount to anything unless he 
sells the product of his work to the fullest extent to his superiors 
and thereby becomes a most important member of the managerial 


_ staff. No manager can expect to attain anywhere near a full 


measure of success unless he uses his costs to the fullest extent, 
dignifies his cost accountant as he deserves, and uses costs in 
broadening his sphere and thereby makes all subordinates fully 
co-operative in the function of management. 
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